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Personal Income Tax Simplification 
 

Policy Goals 
 
• Reduce the time taxpayers devote to record keeping, tax return 

preparation, and return filing 
 
• Reduce out-of-pocket payments to return preparers 
 
• Increase fairness 
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Personal Income Tax Simplification – Continued 
 
Current Law 
 
• New Mexico taxable income is computed as follows: 
 

 Start with federal AGI 
 
+ NM additions (e.g., interest on federally tax-exempt bonds) 
 
-  Federal standard or itemized deductions 

 
-  Federal personal exemption amount 
 
-  NM low- and middle-income exemption 
 
-  NM subtractions (e.g., interest on NM S&L bonds, capital gains) 
 
-  NM medical care deduction 
 
= NM taxable income 
 

• Tax liability is computed at graduated rates 
 

• Rates rise from 1.7% to 4.9% in 2008 
 
• Tax rebates and credits are computed and applied 
 

• Most credits are nonrefundable 
 

• Refundable rebates and credits (except the new Working Families 
Tax Credit) are based on “Modified Gross Income” (MGI) 

 
• Withholding and estimated payments are applied 
 
• Taxpayers compute their tax due or refund 



- 3 - 

Personal Income Tax Simplification – Continued 
 
Family and Child Related Tax Benefits 
 
• Progressivity is achieved primarily through certain family and child 

related tax benefits: 
 

• Standard deduction 
 

• Personal exemptions 
 

• NM low- and middle-income exemption 
 

• Graduated rates 
 

• LICTR 
 
• The following six graphs illustrate how these family and child related 

tax benefits contribute to progressivity 
 

• The first graph shows the dollar value of each of these benefits for 
a family of four at income levels up to $100,000 

 
• The computations are made using the top 2008 rate of 4.9% 

 
• The second and third graphs show these dollar amounts expressed 

as a percentage of income 
 

• The following three graphs show the dollar value and percentage 
of income figures for a single individual 

 
• Beginning in 2008, the Working Families Tax Credit will also add to 

progressivity 
 

• This credit is 8% of the federal EITC amount 
 

• Only families with earned income qualify 
 
• For these reasons, it cannot easily be integrated with the other 

benefits and therefore is omitted from the graphs and proposal



- 4 - 

 
 
 

Income Tax Benefits of Family and Child Related Tax Provisions for a
Married Couple with Two Children
(Computed using top rate of 4.9%)
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Income Taxes as a Percentage of Income for a Married Couple with Two Children 
(Computed using top rate of 4.9%)
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Low Income Comprehensive Tax Rebate (LICTR) as a Percentage of Income for a 
Married Couple with Two Children
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Income Tax Benefits of Family and Child Related Tax Provisions for a
Single Taxpayer

(Computed using top rate of 4.9%)
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Income Taxes as a Percentage of Income for a Single Taxpayer
(Computed using top rate of 4.9%)
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Low Income Comprehensive Tax Rebate (LICTR) as a Percentage of Income for 
a Single Taxpayer
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Personal Income Tax Simplification – Continued 
 
Proposal 

 
• Combine the family and child related tax benefits into a new credit 
 

• The new credit would replace the standard deduction, personal 
exemptions, NM low- and middle-income exemption, graduated 
rates, and LICTR 

 
• The new credit would vary with filing status, family size (number 

of dependents), and income 
 

• Income for purposes of the new credit would be taxable income, 
so no taxpayer would need to calculate MGI to claim the credit  

 
• The new credit would be indexed for inflation 

 
• Greatly simplify the definition of MGI 
 

• Few taxpayers would need to calculate MGI, and only for 
purposes of the remaining refundable credits (LCITR would be 
included in the new credit) 

 
• Low-income families are most likely to have differences between 

MGI and AGI because MGI includes total Social Security benefits 
and TANF, SSI and other benefits not included in AGI 

 
• Benefits other than Social Security tend to be relatively small 

and difficult for many families to track carefully and to verify 
 

• The simplified definition would add to federal AGI only the non-
taxable portion of Social Security benefits 

 
• The new credit would closely replicate current family and child 

related tax benefits (see following graph for a family of four) 
 

• For very low income levels the credit would be a constant amount 
(for each family type and size), to reflect the structure of LICTR 
and to offset the simplification of MGI
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New Credit to Replace Family and Child Related Tax Provisions for a
Married Couple with Two Children
(Computed using top rate of 4.9%)
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Personal Income Tax Simplification – Continued 
 
Effect of Proposal 
 
• The new credit would simplify the personal income tax by: 
 

• Removing the need to include the standard deduction, personal 
exemptions, and the NM low- and middle-income exemption in 
the computation of income subject to tax 

 
• For most taxpayers, NM taxable income would be federal AGI 

 
• Itemizers would deduct the excess of their federal itemized 

deductions over the standard deduction (already in new credit) 
 
• Simplify the computation of tax liability, since there would only 

be one tax rate of 4.9% 
 

• The value of lower rates would be included in the new credit 
 

• With only one tax rate, there would be no need for a separate 
calculation for lump-sum distributions 

 
• Most families would be able to compute their tax by simply: 

 
• Looking up their tax amount in a table based on taxable 

income (which typically would be the same as AGI) and filing 
status, and  

 
• Looking up their new credit amount in a table based on 

taxable income, filing status and family size 
 

• Simplify the computation of MGI for purposes of remaining 
refundable credits 

 
• The attached marked-up forms illustrate how these changes 

would simplify tax forms 
 
• The new credit would make the personal income tax fairer because it 

would be indexed for inflation 
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• Currently, rate brackets, the NM low- and middle-income 

exemption, and LICTR lose value over time due to inflation 
 
• The new credit would also increase fairness by smoothing out the 

pattern of family and child related tax benefits 
 
• The new credit would provide greater flexibility in designing New 

Mexico family tax benefits by decoupling from the federal standard 
deduction and personal exemption amounts  
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